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This study examines the determinants of the recogniti n choice related to reporting zero goodwill 
impairment after an implementation of an impairment-o ly approach to accounting for acquired 
goodwill. The analysis is carried out by focusing on listed companies in an emerging economy of 
Malaysia from 2006-2012 that experienced declines i the market values below the book values of 
the net assets for three consecutive years. Regression results show that the recognition choice can 
be explained partly by the high book-to-market ratio, and the types of industry the firms operated. 
The results also show that firms that have an improvement in the operating cash flows and acquired 
goodwill during the year are less likely to exercise the recognition choice in reporting zero goodwill 
impairment. The study contributes modestly to the accounting choice literature by providing new 
empirical evidence on the determinants of the recogniti n choice related to reporting zero goodwill 
impairment. 
Keywords: Recognition choice; Goodwill impairment; Market capit lisation; Accounting 
discretion 
Introduction  
 The impairment-only approach was first required by the Financial Accounting Standards 
Board (FASB) in the United States of America (US) in 2001. It was then pursued by the 
International Accounting Standards Board (IASB) by issuing IFRS 3 Business Combinations under 
its joint project with the FASB. The issuance of IFRS 3 leads to the abolition of goodwill 
amortisation, and the requirement for companies to test goodwill for impairment annually, or more 
frequently if events or changes in circumstances indicate that it might be impaired (IASB, 2006: 
IFRS 3). The implementation of an impairment-only approach has been criticised for the 
managerial discretion inherent in the impairment test of goodwill (Nobes, 2006; Kvaal and Nobes, 
2010; AbuGhazaleh et al., 2011; Abdul Majid, 2015). In addition, the prohibition of goodwill 
amortisation is seen as an unwise decision as it was made by the FASB soon after lobbying initiated 
by investment bankers (Watts, 2003). 
 The objective of this paper is to examine determinants of the recognition choice related to 
reporting zero goodwill impairment exercised by Malaysian listed companies after the 
implementation of an impairment-only approach to accounting for acquired goodwill. The 
recognition choice is examined in a setting where companies experienced their market values 
below the book values of the net assets for three consecutive years. 
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Prior literature and hypotheses development 
 Determinants of the recognition choice related to reporting zero goodwill impairment are 
analysed from two aspects, namely, the economic factors of impairment, and the opportunistic 
behaviour perspective. 
 
Economic factors of impairment 
 Similar to prior studies (Riedl, 2004; AbuGhazaleh et al., 2011; Abdul Majid, 2013: 89; 
Abdul Majid, 2015: 203), four variables are employed as proxies for the economic factors, i.e., 
Change in pre-write-off earnings (ΔEARNINGSpreGWIL), Change in operating cash flows (∆OCF), 
book-to-market ratio (BTM), and relative size of goodwill balance (GWB). 
The following hypothesis is developed in an alternative form: 
H1: Ceteris paribus, there is a significant negative association betwen the recognition choice 
related to reporting zero goodwill impairment and the economic factors of impairment. 
 
Opportunistic behavior perspective  
 An opportunistic behaviour perspective suggests that managers may make use of the 
discretion afforded by the accounting standards related to asset write-off for their self-interest 
(Francis et al., 1996; Riedl, 2004; Hilton and O’ Brien, 2009). For example, in the case of goodwill 
impairment, managerial opportunism is discussed in the context of the existing CEOs who are 
reluctant in taking goodwill write-off for concerned of their reputation.  
 Accordingly, the present study tests the influence of CEO tenure in reporting zero goodwill 
impairment as follows: 
H2: Ceteris paribus, there is a significant positive association betwen the recognition choice 
related to reporting zero goodwill impairment and CEO tenure. 
Research design 
Selection of data and dependent variable  
 To examine the recognition choice related to reporting zero goodwill impairment, the 
present study selected Malaysian listed companies from 2006-2012 that experienced declines in 
the market values below the book values of the net assets for three consecutive years. In this 
setting, similar to prior studies (i.e., Abdul Majid, 2013; Abdul Majid, 2016), companies which 
recognise zero goodwill impairment throughout the tree years are considered as exercising the 
recognition choice related to reporting zero goodwill impairment. These companies are referred to 
as a test group; and are tested against a control group of companies, which reported goodwill 
impairment losses at the end of the third year.  
 Overall, there are 940 firms (after excluding missing observations) which have their market 
values below than the book values of their net assets for three consecutive years from 2006-2012.  





Proceeding 6th International Conference on Global 






Logistic regression model  
  The binary nature of the dependent variable leads to the application of a binary 
logistic regression, which is specified as follows: 
GWIL (0,1)    ~     α +  β1ΔEARNINGSpreGWIL + β2ΔOCF + β3BTM + β4GWB + 
β5CEOTENURE +  β6INDUSTRYG5 + β7ADD + β8YEND + ε  
Where: 
GWIL (0,1) A dichotomous variable, equal to one when companies are 
considered to be exercising the recognition choice related to 
reporting zero goodwill impairment, and zero otherwise. 
ΔEARNINGSpreGWIL Change in company i’ s pre-write-off earnings from prior year 
to current year, divided by total assets at the end of prior year. 
ΔOCF Change in operating cash flows for company i from prior year 
to current year, divided by total assets at the end of prior year. 
BTM Company i’ s book value of equity divided by market value of 
equity at the end of current year.   
GWB Company i’ s opening carrying value of goodwill in the current 
year divided by total assets at the end of prior year. 
 
CEOTENURE Number of years a CEO has held the position. 
INDUSTRYG5 A dummy variable across five industry categories based on 
Datastream Industrial classification level two. The baseline is 
Industrial and basic materials. 
ADD A dichotomous variable, equal to one if a company has 
additions to its goodwill during the financial year, nd zero if 
there is no addition. 
YEND A dummy variable across five financial year-end categories 
(i.e., 2008, 2009, 2010, 2011 and 2012) based on Datastream 
classification. The baseline for the YEND is financial year-
ended 2008. 
  
 Similar to prior studies (e.g., Abdul Majid, 2013), the present study includes 
INDUSTRYG5, ADD and YEND as control variables. 
 
Findings and discussion 
 Table 1 reports the results of the binary logistic regression models. In H1a, this study tests 
the hypothesis for the economic factors of impairment. Table 1 shows that the coefficients on 
∆OCF is negative and marginally significant (at p-value of 0.084). The result indicates that the 
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Table 1 Binary logistic regression: Recognition choice related to reporting zero goodwill 
impairment 
Variable  Coefficients      Z statistics 
Intercept 1.067*** 11.04 
ΔEARNINGSpreGWIL 0.287 0.03 
∆OCF -1.402* 2.98 
BTM 0.135* 3.33 
GWB 0.251 0.15 
CEOTENURE -0.016 1.98 
ADD 0.574** 4.39 
INDUSTRYG5 (Industrials & basic 
materials) 
  
   Consumer goods & services -0.163 0.48 
   Financials -0.186 0.36 
   Utilities, healthcare, and oil & gas -0.906 2.40 
   Technology & telecommunication -0.849* 3.56 
YEND - 2008 0.574** 4.39 
    2009 0.416 2.63 
    2010 0.297 1.39 
    2011 0.230 0.69 
    2012 0.486 1.96 
Observations  940 
Hosmer-Lemeshow test  0.894 
-2 Log likelihood  918.34 
Cox & Snell R Square  2.6% 
Nagelkerke R Square  4.2%* 
* , **, ***  denote significance at the 0.10, 0.05, and 0.01 level, respectively (two-tailed test) 
 
In addition, Table 1 shows that the coefficients on BTM is positive and marginally significant 
(p-value less than 10%). This result suggests that the higher the book-to-market ratio (BTM), the 
higher the likelihood for the sample firms in Malaysia to exercise the recognition choice related to 
reporting zero goodwill impairment. Other variables t ting the economic factors of impairment 
are found statistically non-significant.  
In H2, the study tests the association between CEO tenure and the recognition choice related 
to reporting zero goodwill impairment. The results show that the CEOTENURE is non-significant. 
Thus, the present study could not provide enough evidence to support the opportunistic behaviour 
perspective in explaining the recognition choice related to reporting zero goodwill impairment. 
With regard to the control variables, this study found that the coefficient on ADD is statistically 
significant, in a positive direction. This result suggests that firms which have addition to its 
goodwill in the current year are more likely to recognise zero goodwill impairment. In addition, 
INDUSTRYG5 is found to be statistically significant i  explaining the recognition. The result 
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suggests that compared to firms operated in industrial products, firms operated in technology and 
telecommunication industry are less likely to exercise the recognition choice zero of reporting zero 
goodwill impairment.  
 
Summary and conclusion 
The present study has examined determinants of the recognition choice related to reporting 
zero goodwill impairment in a condition where companies’ market values are lower than the book 
of values of the net assets for three consecutive years. The binary logistic regression results suggest 
that companies chose to recognise zero goodwill impa rment although their market values are 
lower than the book values of the net assets for three consecutive years, partly, because of the high 
book-to-market ratio and the types of industry the firms operated. The results also show that firms 
that have an improvement in the operating cash flows and acquired goodwill during the year are 
less likely to exercise the recognition choice in reporting zero goodwill impairment. The results of 
this study contribute modestly to the literature of accounting choices related to goodwill 
impairment by providing new empirical evidence on the determinants of the recognition choice 
related to reporting zero goodwill impairment.  
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